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OATH OR AFFIRMATION

I, __Jay Johnson , swear (or affirm) that, to the best of my knowledge and belief the accompanying
financial statement and supporting schedules pertaining to the firm of _ CALLAHAN FINANCIAL
SERVICES, INC. , as of _October 31, 2010, are true and correct. I further swear (or affirm) that neither
the company nor any partner, proprietor, principal officer or director has any proprietary interest in any
account classified solely as that of a customer, except as follows:

R Signatyre

o ;

o ! Executive Vice President
w . Title

< N

o> (2]

Notary Public

SHASHI BHAGAT OLUMBI
o~ < ~
This report** contains (check all applicable boxes): OTARY PUBLIC DISTRICT OF € gf

My Commission Expires January 1,201
(@)  Facing page.
(b) Statement of Financial Condition.
(c)  Statement of Income (Loss).
(d) Statement of Changes in Financial Condition (Statement of Cash Flows).
(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.
(f)  Statement of Changes in Liabilities Subordinated to Claims or Creditors.
() Computation of Net Capital.
(h)  Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

()  Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O0OMXNOX X X X X

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital
Under Rule 15¢3-1 and the Computation for Determination of the Reserve Requirements
Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition
with respect to methods of consolidation,

(I)  AnOath or Affirmation.

U (m) A copy of the SIPC Supplemental Report.

O (n) A report describing any material inadequacies found to exist or found to have existed since
the date of the previous audit.

(0)  Independent Auditors' Report on Internal Control Required by SEC Rule 17a-5

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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DOEREN MAYHEW

Certified Public Accountants and Consultants

Independent Auditor’s Report

To the Board of Directors and Stockholder
of Callahan Financial Services, Inc.

We have audited the accompanying balance sheet of Callahan Financial' Services, Inc. (the
“Company”), as of October 31, 2010, and the related statements of income, changes in stockholder’s
equity and cash flows for the year then ended that you are filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express‘an opinion on these financial statements
based on our audit. The financial statements of Callahan Financial Services, Inc. as of October 31,
2009, were audited by other auditors whose report dated December 28, 2009, expressed an
unqualified opinion on those statements.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also mtludes assessmg ‘the ' accounting prmc1p1es used and
significant estimates made by ‘management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our oprruon

In our opinion, the financial statements referred to above present falrly, in all fnatenal respects, the
financial position of Callahan Financial Services, Inc. ‘asof ¢ October 31, 2010; and the results of its
operations and its cash flows for the year then ended, in COnfbmuty with ‘accounting principles
generally accepted in the United States of America.

755 West Big Beaver Road ~ Suite 2300  Troy, Michigan 48084-0231  Phone 248.244.3000  Fax 248.244.3090  www.doeren.com

A Professional Corporation
Internationally Moore Stephens Doeren Mayhew



DOEREN MAYHEW

Our audit of the 2010 financial statements was conducted for the purpose of forming an opinion on
the basic 2010 financial statements taken as a whole. The supplemental schedules of the Company
as of October 31, 2010: Computation of Net Capital for Brokers and Dealers Pursuant to Rule
15c3-1 under the Securities Exchange Act of 1934 and Computation for Determination of Reserve
Requirements for Brokers and Dealers Pursuant to Rule 15¢3-3 under the Securities Exchange Act of
1934 are presented for the purpose of additional analysis and are not a required part of the basic
financial statements, but are supplementary schedules required by Rule 17a-5 under the Securities
Exchange Act of 1934. Such schedules have been subjected to the auditing procedures applied in
the audit of the basic 2010 financial statements and, in our opinion, are fairly stated in all materials
respects in relation to the basic 2010 financial statements taken as a whole.

Dovtsn Wghwr

' DOEREN MAYHEW

December 29, 201" "

Troy, Michigan .. ' S



CALLAHAN FINANCIAL SERVICES, INC.

BALANCE SHEETS
ASSETS
J ;O,"c.tober 31, : )
2010 - 2009
Cash and cash eqﬁivélénis '_(notes 1 and 3) . T $ 205,832 $ - 61,645
Account receivable ’
Related party (note 4) » N 29,442 19,904
Other f S 8,000 -
Investment in limited liability limited partnership (note 2) 10,100 10,100
Equity in undistributed earnings from limited liability
limited partnership (note 2) (10,100) . .- 24,549 .
Other assets 3,162 , 3,139 .
Total assets $ 246,436 $ 119,337
LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities
Account payable - related party (note 4) $ 35162 $ -
Accrued expenses 18,455 22,153
Total labilities 53,617 22,153
Stockholder's Equity
Capital stock, no par value; $150 stated value; 100 shares
authorized, issued and outstanding 15,000 15,000
Additional paid-in capital 403,656 376,356
Accumulated deficit (225,837) (294,172)
Total stockholder's equity 192,819 97,184
Total liabilities and stockholder's equity $ 246,436 $ 119,337

See accompanying notes to financial statements

DOEREN MAYHEW -3-



CALLAHAN FINANCIAL SERVICES, INC.

STATEMENTS OF INCOME
Year Ended
October 31,
2010 2009
Income
Earnings (loss) in limited partnershlp : , $ (10,100) $ 24,549
Reimbursements for operating expenses (note 4) 618,156 566,041
Interest income 123,047 2,500
Total income 731,103 - ¢ 593,090
Expenses A
Contract services 584,113 523,378
" Regulatory and compliance - 18,072 16,777
Other 15,972 25,886
Total expenses 618,157 566,041
Income Before Income Taxes 112,946 27,049
Income Taxes 27,300 9,738
" Net Income $ $ 17,311

85,646

- See accompanying notes to financial statements

DOEREN MAYHEW
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CALLAHAN FINANCIAL SERVICES; INC.

STATEMENTS OF STOCKHOLDER'S EQUITY
FOR THE YEARS ENDED OCTOBER 31, 2010 AND 2009

Additional Total
Number Capital Paid-in  Accumulated Stockholder's
of Shares Stock ~Capital Deficit - Equity
Balance-Noven{B%l, 2008 100 $ 15000 $ 366618 $ (297515) $ 84, ’103
Cash dividends. paid - - - | - {(13,968) (13,968)
Capital contribution - - 9,738 - .-9,738
Netincome - - . ws 1731
Balénce - October 31, 2009 100 15,000 376,356 (294,172) 97,i84
Cash dividends pa;{d’ ] ; ; (17,311 17,311)
Capital contribution - ; 27,300 27300
Net income R - - - 85,646 - 85,646
Balance - Octobell’ 31;'2010" 100 $ 15000 $ 403656 $ (225,837) $ 192,81é

See accompanying notes to financial statements
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CALLAHAN FINANCIAL SERVICES, INC.

STATEMENTS OF CASH FLOWS

Year Ended
October 31,
2010 2009
Cash Flows From Operating Activities: g
Net income $ 85, 646 $ 17,311
Adjustments: SR ﬁ
Loss (earnings) from limited partnershlp \ 10 100 ' (24,549)
Changes in assets and liabilities: ' S -
Decrease (increase) in accounts recelvable R
Related party - : S : (9538 0 12918
Other ' ' ' o ' - {8,000) -
Decrease (increase) in other a3se.s R Yy 9,189
Increase in accourits payable - ’relaféd party o - 85162 -
: Décrease in accrued expenseb AR L ©(3,698) ° (2,340)
Net cash prov1ded from operating activities 109,649 12,529
*Cash Flows From Investing Activities:" o ’
D1str1but10ns recelved from lmuted partnershlp o ¢+ 24,549 ' 13,968
Cash Flows From Fmancmg Activities: '
Capital contribution Co2 27300 - 9,738
D1v1dends pa1d to parent , (17,311) (13,968)
.t ; PR . . S LY e
~ Net cash provided from (used ln) fmancmg B
’ act1V1t1es ' . 9,989 (4230
Net Increase in Cash and Cash Equivalents - 144,187 22,267
- Cash and Cash Eq,mvalents Begmmngv Tl e 61,645 39,378
- Cash and Cash Equlvalents Endmg Sl g 205832 $ 61,645
* Schedule of Noncash Financing Activities
Noncash capital contribution C o ' $ 27,300 $ 9,738

See accompanying notes to financial statements

DOEREN MAYREW -6-



CALLAHAN FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2010 AND 2009

Note 1 - Nature of Business and Significant Accounting Policies

DOEREN MAYREW

Nature of Business

Callahan Financial Services, Inc. (“the Company”), was incorporated on March 13, 1987,
for the purpose of serving as the general partner (with an initial 15 percent ownership
interest) in Callahan Credit Union Financial Services LLLP (“the Partnership” or
“CUFSLP,” see Note 3). The Partnership was organized to serve as the administrator of
the Trust for Credit Unions (“the Trust”), a diversified management investment company
for investment by state and federally.charfered credit umjgns. . In addition to serving as
the general partner of the Partnership, the Company, acts ag the dlstrlbutor of the units of
the portfolios of the Trust. The Company is a wholly owned sub31d1ary of Callahan &
Associates, Inc. T TP PN
In addition to the reimbursed operating expenses, another source of revenue for the
Company is -its equity interest in the earnings and losses of the Partnership. The
primary source of revenue for the Partnership is an administration fee paid by the Trust.

Administration Fees

The Partiiership earns a fee for its service as administrator of the Trust for Credit Unions.
Per the Trust for Credit Unions prospectus,:administration fees as a percentage of the
portfolio average daily net assets are as follows: 0.10% for the Money. Market Portfolio;
0.05% for the Ultra-Short Duration Government Portfoho, and 0.05% for the Short

‘Duration Portfolio. iy

Effective February 1, 2009, CUFSLP voluntarily agreed to limit its administration fee with
respect to the Money Market Portfolio to 0.05% of the first $300 million of average daily
net assets, 0:04% of the next $700 million of average daily net assets, 0.03% of the next $1
billion of average daily net assets, and 0.02% of average daily net assets over $2 billion.
From July 1, 1997 to January 31, 2009, CUFSLP voluntarily agreed to limit its
administration fees with respect to the Money Market Portfolio to 0.02% of the Portfolio’s
average daily net assets. The cumulative results of these actions resulted in fee waivers
of approximately $212,400 in 2010 and $795,100 in 2009 related to the Money Market
Portfolio.



CALLAHAN FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2010 AND 2009

Leay

Note1l - Nature of Business and Significant Accounting Policies - Continued

Administration Fees - Continued

The administration fee for the Ultra-Shori Duration Government Portfolio is paid at an
annuai rate of 0.05% of average dally net. assets of the Ultra-Ckort Durauon Government
Portfoho of the Tcrust CUATIRCOL B e D AR '

The admlmstratlon fee of the Short Duration Portfolio is paid at an annual rate of 0.05%
of the average daily: net assetsiof: the'Short Duratioa Portfolio of: the Trust.

Admiinistrator .
BNY Mellon is the provider of key administrative services:for the Trust, including
custody, transfer agent and regulatory administration. Goldman, Sachs & Co.’s role is

- solely as an mvestment adviser to the Trust.:

?Basns of Presentatmn

The,COmpa”ny’s financial statements ‘are: prepared on the accrual basis of accounting,
whereby, revenue is recognized when earned and -expenses are recognized when
incurred.

. ~The. Company is currently operating under the pfovisioﬁs of Paragraph (k)(1) of Rule
* 15¢3-3 of the SEC Brokery Deaiers operating under the provisions of Paragraph (k)(1) and

DOEREN MAYHEW

- are exerpted from the requirerient to make the reserve computations under Rule 15¢3-3.



CALLAHAN FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2010 AND 2009

Note 1 - Nature of Business and Significant Accounting Policies - Continued

DOEREN MAYHEW

Income-Taxes

The Company files a consolidated federal income tax return with.its parent. Income
taxes are based on an allocation calculated as if the Company was filing a separate tax
return. In addition, the Company files a District of Columbia income tax return.
During the years ended October-31, 2010 and 2009, the Company settled $27,300 and
$9,738 of income taxes payable to its parent company, Callahan & Associates, Inc., by the
parent contnbutmg the payable to the Company as contr1buted cap1ta1

3,

Investment and Earnings in lelted Llabﬂitv Lxmlted Partnershm :

The Company accounts for its investment in the limited liability limited partnership
using the equity method. Under the equity method, the Company recognizes its
respective percentage of earmngs in the lmuted hablhty limited partnersh1p
SF

When a general partner controls a lumted partnerslup and the limited partners have
certain rights, a sole general partner in a limited partnership would be presumed to
control that limited partnership, and therefore, would be required 0 inciude the limited
partnership in its consolidated financial statements, regardless of the extent of the sole
general partner’s. ownership interestin the limited partnersh1p unless the présumption of
the general partner’s control can be ovetcome. '

Section 11.01 of the Amended and Restated Certificate and Agreement of Limited
Partnership provides the limited partners with substantive rights in that a: majority in
interest of the limited partners-has the right, upoen thirty days prior written notice given
to the general partner and all limited partrers, ito'remove: the genesal partner without
cause. Company management asserts that the rights of the limited partners are
substantive, and therefore, would overcome the presumption of control (and
consolidation) by the sole general partner.



Note 1 -

CALLAHAN FINANCTAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2010 AND 2009

Nature of Business and Significant Accounting Policies - Continued

Cash and Cash Equivalents

Cash and cash equivalents includes cash, deposits in. financial institutions and highly
liquid mutual fund investments. For these instruments, the carrying amount
approximates fair value. ST -

Relmbursements for Operatmg Expenses -

Under the terms of the Ceruﬁeate; and Agreement of Limited Parmershlp, the Company’s
incurred - -operating expenses,.are: reimbursed by the Partnership. .The Company is

. required to reflect these reimbursements. recelved for expenses incurred as revenue in the

statement of income, FRTEE PR

Estimates - . S “‘:f r

The preparation of financial statements in ednforirlity with 'aecounﬁng principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, the

- disclosure of contingent assets and hab;lhtxes at the date of the financial statements, and
. the reported amount of revenues and expenses durmg the reportxng period. Actual

Note:2 -

results could differ from those estimates.

S PR 4 : U»‘i'

Investment in Limited Llablhty Limited Partnexshp

1

: The Company 1mt1ally acqmred a 13 percent mterest in the Parmershlp for an investment
«of $100, . The Company. continues to serve as the general partner to the Partnership,

. . ~while. the majority interest belongs to various credit unions and credit union service
- organizations that serve as limited partners. The net profits and losses of the

DOEREN MAYHEW

Partnership are allocated among the partners in accordance with the terms of the
Certificate and Agreement of Limited Partnership, as amended. Should the Partnership
be terminated, net assets available for distribution will be distributed first in proportion
to the partners’ net capital accounts until such capital accounts have been reduced to zero
and then to the partners in accordance with their respective participation percentages.

-10 -



CALLAHAN FINANCIAL-SERVICES, INC:

NOTES TO FINANCIAL'STATEMENTS
‘OCTOBER 31, 2010-AND 2009

Note 2 - Investment in lelted L1ab111ty Limited Partnershlp Continued

DOEREN MAYHEW

Ind1v1dual capltal accounts are maintained for each partner of the Partnershlp Earnings
and losses of the Partnership are generally allocated among the partners as follows: A)
general partner - 15%; B) Class A limited partners - 80%; and C) Class B limited partner -
5%. However, the terms of the Certificate and Agreement of Limited Partnership, as
amended, thtough July 2008, preclude alidcatitig'any further losses to a partner or class of
partners once the partner’s capltal account teaches zero, as long ‘as another partner or
class of partriérs maintains a“positive capital balance. ‘In‘accordance with partnership
dividend policy, all net income in excess of those allocated to recover partner capital
contributions are distributed as dividends to the partners consistent with their
partnership interests. These allocations are in accordance with Section 704(b) of the
Internal Revenue Code The Partnership will not be making a distribution related to
2010 ¢ . T i i,ie . i ; : : B .

During flscaI Year 1991 and in accordance with the approval of the Class A limited
partners, Callahan & Associates, Inc. purchased the Class B limited ‘partner’s interest in
the Partnership.” This'interest'was purchased for its original face value of $10,000 from
the original Class B limited partner.- ‘This ‘Class B interest was contributed to the
Company and increased its total partnership interest in the Partnership to 20 percent.
The Company owns both general partner and limited partner interests.

The Company accounts for-its invéstmetit in the Partnérship using the equity method of
accounting. Under the equity method of accounting, the investment is recorded at its
initial cost and is increased of decreased for:the Company’s shaté-of the ‘subsequent
earnings or losses of the Partnership, as specified in‘the Certificate and Agreement of
Limited Partnership, as amended, and is decreased by distributions:received. The
Company’s share of losses is limited to the amount of its investment, as long as another
partner or class of partners maintains a positive capital balance. The amounts reported
in the accompanymg fmanc1al statements reﬂect this allocatlon method

-11 -



CALLAHAN FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2010 AND 2009

Note 2 - Investment in Limited I:iabiiity Limited Partnership - Continued

The Partnership’s condensed balaﬁce sheets as of October 31, 2010 and 2009, and
condensed statements of income for the years ended October 31, 2010 and 2009, are as

follows:
Condensed Balance Sheets
October 31,
2010 2009
Assets:
Cash, cash equivalents and certificates of deposit $ 393,496 $ 1,141,083
Loan receivable . 151,800 -
Investment in loan participations 1,923,477 1,951,084
Investment in limited liability company © - 7 475,000 370,000
Other receivables and prepalds 65,546 75,205
Total assets SRR :;S_z - 3,009,319 37.37
Llabﬂltles : - - ; 3 o Ly
Accrued expenses and accounts payable , % 204275 $ 209,529
D1str1buuons payable ‘, — - 122,743
Total liabilities S 204075 332,272
Partners’ Capital: =~ W e |
‘.-i General 'partner ~ - TR L S 100
Class A limited partriers =~ - -~~~ 00 2,805,044 3,195,000
Class B hm1ted partner - 10,000
Total partners Capltal e . ___ 2805044 __ 3205100
Total liabilities and partners’ capital ~ § _3,000319 $ _ 3587372

DOEREN MAYHEW -12 -



Note 2 -

Note 3 -

DOEREN MAYHEW

CALLAHAN FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL T'STATEMENTS
OCTOBER 31, 2010-:AND:2009

Investment in Limited Liability Limited Partnership - Continued

Condensed Statements of Income

. Year Ended
October 31,
2010 2009
Revenues o $ 643,844 $ 1,091,338
Expgnses ( 1,043,900 968,595
Net income (loss) $  (400,056) $ 122,743

Related-Party Transactions

The Company shares office space with and obtams clencal support from its parent,
Callahan & Associates, Inc., which charges the Company for these costs based on an
expense-sharing agreement. Under the terms of the Certificate and Agreement of
Limited Partnership, the majority of expenses charged to the Company' by Callahan &
Associates,” Inc. and incurred by the Company, were reimbursed by the Partnership.
The Company-is required to reflect reimbursements received for expenses incurred as
revenue in the statements of income. Revenue and expenses recorded relating to the
reimbursement of expenses by the Partnership under the terms of this agreement for the
years ended October 31, 2010 and 2009, were $618,156 and $566,041, respectively. The
Partnership also pays regulatory compliance costs incurred by the Cempany in fulfilling
its responsibility as general partner of the Partnershlp :

The Company had funds on deposit with the NIH Federal Credlt Umon, a limited
partner of the Partnership, totaling $185,915 and:$41,756 ‘as of October 31, 2010 and 2009,
respectively. The Company had investments in Goldman, Sachs & Co. mutual funds of
$19,917 and $19,889 at October 31, 2010 and 2009, respectively. The Company had
accounts receivable due from the Partnership of $29,442 and $19,904 at October 31, 2010
and 2009, respectively. The Company had accounts payable due to the Partnership of
$35,162 and $-0- at October 31, 2010 and 2009, respectively.

-13-



Note 4 -

Note 5 -

DOEREN MAYHEW

CALLAHAN FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2010 AND 2009

Net Capital Requirements

As a broker-dealer, the Company is subject to the regulatory capital requirements set
forth by the Securities and Exchange Commission Uniform Net Capital Rule. This rule
requires the maintenance of minimum net capital, as defined. As of October 31, 2010
and 2009, the Company’s net capital totaled $151,817 and $39,094, respectively, which is
in excess of its required capital of $5,000. Additionally, under this rule, “aggregate
indebtedness,” as defined, cannot exceed 1,000 percent of net capital. The Company’s
percentage of aggregate indébtedness to net capital was 35% and 57% at October 31, 2010
and 2009, respectively.

Subsequent Events

Management has performed an analysis of the activities and transactions subsequent to
October 31, 2010 to determine the need for any adjustments to and/or disclosures within
the audited financial statements as of and for the year ended October 31, 2010.
Management has performed their analysis through December 29, 2010, which is the date
the financial statements were available to be issued.

-14 -
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'CALLAHAN FINANCIAL SERVICES, INC.

COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS PURSUANT
' TO. RULE 15¢3-1 UNDER THE SECURITIES EXCHANGE ACT OF 1934
OCTOBER 31,2010

'NET CAPITAL C

TOTAL STOCKHOLDER'S EQUITY QUALIFIED FORNETCAPITAL ~ '$ 192819

DEDUCTIONS AND/OR CHARGES
Nonallowable assets:
Investment in and receivable affiliates, subsidiaries, and

associated partnerships 37,442

Other assets 3,162

Total deductions and/ or charges 40,604

Net capital before haircuts on security positions 152,215

HAIRCUTS ON SECURITIES

Trading and investment securities:

Other securities 398

NET CAPITAL | $ 151,817

AGGREGATE INDEBTEDNESS

TOTAL AGGREGATE INDEBTEDNESS $ 53,617

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
MINIMUM NET CAPITAL REQUIRED (6-2/3% of aggregate indebtedness

of $5,000 minimum) $ 5,000
EXCESS NET CAPITAL $ 146,817
EXCESS NET CAPITAL AT 1000% OF AGGREGATE INDEBTEDNESS $ 146,455
PERCENTAGE OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 35%

There are no material differences between the above computation and the computations included in
the Company's corresponding unaudited Form X-17a-5 filing.

DOEREN MAYHEW - 16 -



CALLAHAN FINANCIAL SERVICES, INC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS FOR
BROKERS AND DEALERS PURSUANT TO RULE 15¢3-3 UNDER THE
SECURITIES EXCHANGE ACT OF 1934
OCTOBER 31, 2010

Callahan Financial Services, Inc. ("the Company") is exempt from the provisions ‘of Rule 15¢3-3
under the Securities Exchange Act of 1934 ("the Rule") in that the Company's activities are limited to
those set forth in the conditions for exemption appearing in Paragraph (k)(1) of the Rule.

DOEREN MAYHEW -17 -
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- DOEREN MAYHEW

Certified Public Accountants and Consultants

Board of Directors
Callahan Financial Services, Inc.
Washington, D.C.

In planning and performing our audit of the financial statements of Callahan Financial Services, Inc.
(“the Company”), a Delaware corporation, as of and for the year ended October 31, 2010, in accordance
with auditing standards generally accepted in the United States of America, we considered the
Company’s internal control over financial reporting (internal control) as a basis for designing our
auditing procedures for the purpose of expressing our opinion on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of the Company’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities Exchange Commission (“SEC”), we have made a
study of the practices and procedures followed by the Company including consideration of control
activities for safeguarding securities. This study included tests of such practices and procedures that
we considered relevant to the objectives stated in Rule 17a-5(g) in making the periodic computations of
aggregate indebtedness (or aggregate debits) and net capital under Rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15c3-3. Because the Company does not
carry securities accounts for customers or perform custodial functions relating to customer securities,
we did not review the practices and procedures followed by the Company in any of the following;:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by Rule 17a-13.

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of controls, and of the practices and procedures referred to in the preceding paragraph, and to assess
whether those practices and procedures can be expected to achieve the SEC’s above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition and that transactions
are executed in accordance with management’s authorization and recorded properly to permit the
preparation of financial statements in conformity with generally accepted accounting principles. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods are subject to the risk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a deficiency, or combination of deficiencies,
in internal control over financial reporting that is less severe than a material weakness, yet important
enough to merit attention by those responsible for oversight of the Company’s financial reporting.

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial
reporting, such that there is a reasonable possibility that a material misstatement of the Company’s
annual or interim financial statements will not be prevented or detected on a timely basis.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company’s practices and
procedures were adequate at October 31, 2010, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the Financial Industry Regulatory Authority (FINRA), and other regulatory agencies that rely on
Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and
dealers, and is not intended to and should not be used by anyone other than these specified parties.
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